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Lighting Up the Truth
E practice of accountancy is so comTHplex
that one may easily get the im-

pression of contradiction in various precepts of procedure which are laid down for
guidance.
Starting from the premise that a dull,
dead report is an abomination unto a client
the natural course is to argue for reports
which are live and interesting.
We are told that statistics improve a report. There is at present a distinct tendency to make increasing use of ratios.

There is a marked urge to present data
which is illuminating. Almost in the same
breath there is the counsel of caution in the
use of these methods.
Statistics reduce large numbers to proportions which the mind grasps with more
ease. Ratios make clear relationships which
otherwise would be abstruse. Carefully
selected and presented data gain and sustain the attention and tend to convey a
situation with precision.
However, the statistics must represent
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numbers which exist. The ratios must be
based on relationships of fact. The data
which portray must be accurate.
Two reports recently examined were the
subject of criticism. One was filled with
dry description of verification procedure
not at all to the point of the engagement.
The other was statisticized to the last degree, but the engagement failed to discover
a shortage.
The first engagement was an examination for the purpose of obtaining additional
capital. The report, as should have been
anticipated after completing the engagement, even if all sense of imagination had
been lacking up to that point, was to go to
investment bankers. On the report was to
rest a decision as to whether or not the
bankers would undertake a flotation in behalf of the company; if so, what the
amount and specifications of the issue
should be.
The report should have contained a conservatively sound balance sheet, a statement of income and profit and loss by
years running back from three to five
years, stepped down in the income charge
group to show the remainder of income
successively after taxes, interest and depreciation, an estimate of the amount of capital required to put the company in a sound
current and fixed financial position and
provide for working needs for a reasonable
length of time, suggestions as to the kind of
securities considered most desirable, and
all data which would be needed by the
investment bankers in preparing a prospectus or offering sheet.
Whether the cash was verified by inspec-
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tion or examination of branch office cash
reports was inconsequential to either the
client or the bankers. Pages, however,
were taken to explain such minutia of
procedure while information for use in
arriving at conclusions as a basis for action
was almost entirely lacking.
The second report in question should
have set forth the fact that a cash shortage
of some $8,000 existed at a certain date,
with such fact supported by information
which would serve to produce evidence for
prosecution of the guilty employe, or for
recovery from a bonding company.
The purpose of the engagement was to
discover any irregularity, or "leakage," as
the client described it. Statistics of "Mark
up" and "Mark down," of income charges
in relation to net sales have no immediate
significance for the client when he is concerned in apprehending an employe who is
guilty of irregularities.
So engrossed was the accountant in the
compilation of statistics that he failed to
make a few simple calculations from the
figures on the books which would have
developed the shortage even if he had not
put into practice the usual methods of detecting irregularities. This case was not
an audit. It was an investigation. As
such it should have revealed the shortage
within half an hour after the preliminary
statements had been prepared.
Statistics must represent numbers which
exist. Ratios must be based on relationships of fact.
Data which portray must
be accurate. More illuminating reports
are desirable. But the light must be shed
on truth.

